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PANAMA KEY ECONOMIC INDICATORS 


(All values in $ Millions except as noted). Exchange Rate: US $1.00 
1 Balboa 


i 
INCOME, PRODUCTION, EMPLOYMENT 1977 1978(P) Change 1979 (Qtr) 


GDP at Current Prices 2,296.4 na 
GDP at Constant (1960) Price 152:7156(R) 1:5203;:6 
Per Capita GDP, Current Prices ($) LC2IZ.7 

Industrial Production 957.4 962.1 
Bananas (million boxes exported) 30.3 34.4 
Crude Oil Imports - mil. bbls 20.5 16.7 
Construction (permits-Panama City) 30:7 54.8 
Unemployment Rate (%) Se? Sd: 


BANKING, PRICES 


Bank Credit Outstanding (12/31) 10,328.2 
Domestic 1,844.8 
Foreign 8,483.4 
Bank Deposits (12/31)* 10,544.0 
Demand, Domestic 443.5 
Demand, Foreign 264.7 
Time/Savings, Domestic 731.6 
Time/Savings, Foreign 9,102.4 

Wholesale Price Index (1961=100) 25061 

Consumer Price Index (1975=100) 22307 


See eee eee eS 


FUNDED PUBLIC SECTOR DEBT 


Total: 
Outstanding (12/31) 1,799.3 2587464 31.8 2.479 3° 1 
(External) ** (1,279.7) (126813;3) “Aeisy) (1,866.4)I1 
Debt Service 340.7 397.8 16.8 107.6 I 
Central Government Only: 
Outstanding (12/31) 946.3 1,400.4 48.0 1550756. I 
(External) ** (615.7) (1,025.6) (66.6) (132132792 
Debt Service 11952 189.6 9 34: 42.6 I 
as % Current Revenues 34.7 49.1 415 35:0: 5 


BALANCE OF PAYMENTS AND TRADE 


Current Balance -155.0(R) -220.4 
Trade Balance -497.2 -597.6 
Exports, FOB 286.9 291.5 
US Share (%)*** 82.4 na 
Imports, FOB 784.1 889.1 
US Share (%)*** RAKE i.8 na 
Gross Flow to Panama fron Canal Zone 261.0 302.2 


*Excludes domestic and foreign inter-bank deposits. 
*kDistinction quite meaningless since with U.S. dollars as currency all debt must 
be serviced with dollars earned, saved or borrowed. 
*kkIncludes Puerto Rico and Canal Zone. 
*kk*Wages paid Panamanians, other goods and services purchased, transfers. 





ECONOMIC TRENDS REPORT 


CURRENT ECONOMIC SITUATION AND TRENDS 


SUMMARY 


Economic conditions in Panama during the 1979 first 

half were generally improved over last year, led by 
stronger consumer demand and some revival in 

commercial and residential construction activity. 

These positive developments were diminished somewhat 

by apprehension over basic price increases and other 
government price measures followed by a widespread 

public outcry. Also, uncertainties inherent in the 
treaty implementation process (October 1 effective 

date) continue to hold up some potential longer term 
private investment in Panama. On balance, however, 

short term strengths in the Panamanian economy this year, 
including another expected good year for agriculture, 
should lift 1979 Gross Domestic Product some 3-4% in real terms 
above last year. US suppliers should be alert to 

export opportunities for construction-related machinery 
and materials, light-industry assembly equipment and 
high-efficiency systems and devices for generating 

or conserving energy. 


ECONOMY EMERGING FROM RECESSION 


Partial data for the early months of 1979 indicate that 
economic activity in Panama is clearly on the rise in 
some major sectors following the extensive recession 

of recent years. The general pickup in consumer demand 
that began during the latter part of 1978 is apparently 
continuing, in view of the steady month-to-month 
increases so far this year in various consumption 

tax collections and numerous reports from businessmen 
of improved sales. Some recent wage increases, 

reports of rising employment, and the FY 1979 first 
half increases from a year ago in Canal traffic and 
wage payments to Panamanian employees, which always 
impact directly on the Panamanian economy, all point to 
a further strengthening of consumer demand. 


Also, the volume of construction activity in Panama 
City for the first half of 1979 was roughly 50 percent 
above the comparable period of last year. Although 
there were substantial gains in the residential 
component, by far the biggest improvement was in 





commercial building. Moreover, the continually 
increasing volume of construction permits reported 
during the latter part of 1978 and on into this 
year signals additional expansion in construction 
throughout 1979. This should begin to include some 
improvement in the area of industrial construction. 


The gains in overall domestic trade from stronger 
consumer demand and the pickup in construction 

activity provide fairly solid evidence that some recovery 
in Panama's depressed manufacturing sector will follow 

in their wake, if it has not already done so. Other 
activities in the services sector, such as tourism 

and banking, continue to expand moderately, and normal 
growing conditions so far in 1979 suggest that 
agriculture will have another good year. 


GOVERNMENT REVENUES AND SPENDING UP SHARPLY 


The growth in government revenues so far this year has 
been both substantial and broadly based. Total current 
revenue of $235 million (84 percent taxes) for the 
first six months of 1979 were 24 percent higher than 
the same period last year, and 7 percent ahead of 

this year's budgeted pace. It permitted a similar 


rise in current outlays which cut into some of the 
spending backlogs that ministries accumulated during the 
recent austerity years, including some pay hikes for 
lower salaried public employees. Also, the higher 
revenues should allow the GOP to cover its substantial 
pre-treaty and early treaty implementation costs with 
far less financial strain than had been originally 
feared. 


The improved tax take reflects higher personal income 
and spending in 1979 and better current business 
profits, a clear indication of improved business 
conditions and a generally better mood among the 
consuming public and business community. Increased 
GOP outlays have bolstered the trend. 


The GOP has been able this year to meet its borrowing 
requirements to date (principally foreign) with new 
loans and credits which have been available on 
relatively favorable terms. For example, a $110 
million syndicated Euro-currency loan offering was 
over-subscribed, resulting in a loan with a revised 





face value of $135 million at seven-eighths over 
LIBOR, and carrying a 10 year term with five year's 
grace. However, bearing in mind that public debt 
is roughly equal to GDP, the GOP is exercising 
extreme care and diligence in its debt management 
and borrowing policy. 


RECENT PRICE INCREASES/FREEZES CREATE DISTURBANCES 


Despite the generally improved economic pace in Panama 
at mid-year 1979, a series of price boosts in recent 
months on basic consumer products, e.g., beef, 
gasoline, transportation, has been generating public 
reaction, erupting from time to time in street 
demonstrations. Counter measures in the form of 
certain price freezes have also been introduced (at 
times creating spot shortages in the market) as the 
GOP attempted to balance out the political/economic 
pressures it has been facing. These actions, along 
with recent wage boosts to low paid private sector 
employees decreed by the GOP have caused some 
apprehension in the business community, somewhat 
dampening the better economic mood of the nation that 
developed during the first half of 1979. Also, petroleum 
supply/cost/price pressures have been intensifed in 
Panama, not surprisingly, and are adding to these 
other concerns of the market-place. 


NEAR TERM OUTLOOK SEEMS POSITIVE ON BALANCE 


Underlying the entire Panamanian scene, of course, 

are the rather involved preparations for implementing 
the new treaties which enter into force next October l. 
The magnitude of the transition and the inevitable 
tensions surrounding it continue to generate uncertainty 
among businessmen over what they feel might be a 
difficult process, even while recognizing that the 
ultimate benefits to Panama could be substantial. 

In particular, private investors are still tending to 
hold back until the situation clarifies somewhat with 
respect to treaty implementation as well as to the 

GOP's handling of the current wave of politico/ 

economic pressures. Private direct investment, however, 
weighs far more importantly on Panama's longer term 
outlook than on current economic conditions. 





Despite the continued sluggish pace of private 

investment and public reaction to price pressures, 

the economic signs on balance still point to 1979 

as the best year for business in Panama in some time. 

And with agriculture conditions being normal (good 

moisture, other growing conditions) overall economic 
activity as measured by Gross Domestic Product in real terms 
should be 3-4 percent higher in 1979 than last year. 


IMPLICATIONS FOR THE UNITED STATES 


Panama faces critical problems of energy and human 
resources over the next half-year and beyond, 
ironically caused in large part by its brightening 
prospects. An expanding road network and heightened 
civil air traffic contribute to rising oil-import 
bills, while the cement and other industries with 
heating requisites face higher bunker prices at a 
time when their products are enjoying renewed demand. 
The threat implied by Panama's total dependency upon 
imported crude is heightened by the fact that oil 
refining is the country's biggest export earner. 


Fortunately, harnessing of Panama's considerable 
hydroelectric potential is well underway; to 
supplement existing capacity, completion dates for 
additional dams and distribution systems have been 
moved forward, and -- taking the example of a 

Panama City poultry firm -- a scheme for installation 
of numerous "mini-hydro" plants is under study, as 

is the eventual electrification of the railroad 
connecting the main Atlantic and Pacific ports. In 
the western provinces, prospects are brighter for 

an early start to the Terebe-Changuinola dams planned 
to serve the agriculturally rich areas on both coasts. 
This development, coupled with the long-awaited 

road extension from the more developed Pacific side 
to the Atlantic port of Almirante, integration of 
electric transmission lines, and a possible oil 
pipeline from Puerto Armuelles to the Atlantic side, 
would dramatically open to development the isolated 
Bocas del Toro area. 


Closer to the capital, the problem of integrating 

the former Canal Zone with the rest of the republic 
will occupy Panamanian planners and require significant 
resources. 





With only the canal-side railway linking Balboa and 
Colon, and no sizable ports except at the canal 

ends, Panama is heavily dependent upon road 
transportation. Sharply rising gasoline prices 

bode ill for what has been a growing market for 

U. S. medium-sized cars. Henceforth, sales 

advantage will go to fuel-conservative vehicles of 

all types, coupled with renewed interest in its 

parts and equipment for maintaining engine efficiency. 


Likewise, in a country with already high electricity 
costs, purchasers of industrial machinery, elevators, 
air conditioners, etc., will have energy efficiency 
foremost in mind. U. S. firms should be alert to 
heightened demand for energy-saving products that 

may extend, for example, to fish-finding devices 

for shrimp boats beset by rising diesel-fuel prices. 


Panama's skills deficit reflects the need for a range 
of managerial and technical competence to meet new 
Canal-related functions and the fact that Panamanian 
labor generally lacks industrial training. Most skills 
are learned on-the-job, and in the past hiring by the 
Panama Canal Company has siphoned off trained 

workers. There are critical economic and social reasons 
for commercially exploiting the Zone's existing 
infrastructure, and for rapidly installing new 
industries there and in industrial zones in the 

western provinces. Whether these needs can be met will 
largely depend on accelerated training programs, 
whether run by government or in partnership with 
industry, including foreign investors. Mainly 

literate and often English-speaking, Panamanian labor 
has attributes perhaps as important as the government's 
impressive incentive package for foreign investors. 
Intensified use of training aids will be vital to the 
education effort already backed by the World Bank 

and the USAID. 


Panama's development needs roughly divide into three 
geographical regions. In the east, steady progress 
on the Darien Highway is opening virgin land to 
logging and farming. Although market-access roads 
are planned, the area's numerous rivers and bays 
suggest a need for more water-borne transport. 
Extension of the Bayano hydroelectric system eastward 
will foment local processing of agricultural and 
forestry products now shipped to Panama City as 
harvested. The area's traditional gold-mining 
activity is reported as resurgent. 





Best known to Americans is the Panama City-Colon 
corridor bordering the canal route. In the capital 
city, construction activity is virtually double 

that of a year ago, with labor-intensive projects 
already showing the strain. New hotels are rising, 
while existing ones report record occupancy in what 

used to be the off-season. Apprehension grows over 

the city's ability to absorb the waves of conventioneers 
expected when a new meeting/exhibition center opens 
early next year. 


New banks and businesses are hiring office and sales 
personnel as rising government revenues reflect 
notably increased turnover. Japanese and European 
companies are flocking to this commercial center, 
while at the Atlantic end Free Zone facilities for 
warehousing and processing are doubling in size. 


Shifting investor interest from Central America's 
troubled north, and official efforts to draw invest- 
ment in electronics and other light-assembly 
industries from further abroad, should bring new 
demand for business equipment and internal 
communications, plus hardware for such supportive 


activities as catering, specialized transport and 
security systems. 


To the west, international lending institutions and 
USAID are helping to finance, market-roads, 

irrigation projects, and small-to-medium processing 
of the area's farm products. Fish-farming, 

banana cultivation, oil palm, rice and (in the 

Bocas del Toro area) cacao are among exportable crops 
receiving domestic, US and international aid. Swine, 
poultry, beef and dairy production is considerably 
less than domestic demand, even in this protected 
market. A US Department of Commerce trade mission 
scheduled for mid-September will feature machinery 
and materials for Panama's farming sector. 


* U., S, GOVERNMENT PRINTING OFFICE: 1979—311-056/174 





